China's State Administration of Radio, Film, and Television (SARFT) Regulation 17 took effect on New Year's Day. Regulation 17 comprehensively governs China's 25.3 billion yuan radio and television advertising market. It prohibits misleading advertising, requires advertising to be consistent with socialist principles, and prohibits the use of traditional Chinese characters. The new regulation also
• prohibits the broadcast of "sensitive" advertising such as of sanitary napkins and remedies for hemorrhoids and athlete's foot during the breakfast, lunch and dinner periods;
• prohibits local over-the-air and cable broadcasters from splicing their own advertisements into television programs; and • limits the display of sponsoring businesses or products to the lower righthand corner of the picture and in a size no larger than that of the station symbol.
China Central Television (CCTV) relies on local broadcasters to carry its national programs and advertising over the air and by cable. However, media researcher CVSC-TNS Research has reported that local broadcasters replaced over 90% of national advertisements with local advertisements during prime time, and over 70% during the day as a whole.
In 2003, the 154 major television channels devoted an average 13.6% of daily broadcast time to advertising, which is well within the limit of the new regulation. But, in the prime 7-9pm period, the average advertising volume was almost 18%, well above the new limit.
The new regulation promises to be even harder on the advertising of alcoholic beverages. In 2003, the 154 major television channels broadcast a daily average of just over seventeen alcohol advertisements, including almost three in the prime 7-9pm slot.
Apparently, the new regulations would curtail prime-time advertising, and of alcoholic beverages in particular.
The cutback in advertising time (in conjunction with the ban against substitution of advertisements) would effectively curb local television stations from competing with CCTV in the prime 7-9pm slot. This segment accounts for up to 70 percent of China's radio and television advertising market.
Like any other measure to restrict competition, the advertising limits would lead to higher prices. Following the announcement of the new regulation, Sichuan provincial television announced a 30 percent increase in advertising rates. The biggest beneficiary would be CCTV: it would enjoy greater demand as provincial competitors are cut off, and then be able to raise rates.
What about the specific limits on the advertising of alcoholic beverages? China's beer market is one of the world's largest, but relatively fragmented as compared with the European, Japanese, and North American markets. Nationally, the largest brewer is Tsingtao Brewery, with a 13.8% share, followed by China Resources Breweries, Yanjing Brewery, and Harbin Brewery with shares of 11.5%, 11.2%, and 4.6% respectively. Industry analysts noted that, if SABMiller had won control of Harbin, it could have exercised its control over both Harbin and China Resources Breweries to gain pricing power. However, ING Financial Markets analyst Lilian Leung remarked, "If A-B gets control of Harbin, the market in northeastern China will become more competitive, and the price war will intensify".
